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Sovereign resilience and defense investment are becoming
imperative as geopolitical risks escalate.

U.S. defense policy uncertainty contrasts with Europe’s strategic
awakening, driving divergence in global defense markets.

European defense equities are outperforming, reflecting
confidence in sustained government spending and supply chain
localization.

Geopolitical catalysts, including Ukraine and China, are
accelerating defense modernization and independent
procurement strategies.

Next-generation defense technologies, such as Al, cybersecurity,
and autonomous systems, are gaining priority, shifting
procurement away from traditional primes.

Private capital is playing a growing role in funding defense
innovation as governments seek faster, more agile procurement
solutions.

BOKA Capital is well-positioned to invest in deep technology
companies driving the next wave of defense transformation.
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Executive Summary

The past several weeks have underscored the fundamental shift underway in global defense policy and investment.
Across both sides of the Atlantic, national security and sovereign resilience have re-emerged as central economic and
political priorities. Rising geopolitical tension in Ukraine, uncertainty around U.S. defense funding, and Europe’s
accelerating rearmament reconfirmed defense technology as a key investment area of the next decade.

Public markets have begun to reflect these shifts. While European defense equities have seen a significant rally in
response to increased government spending commitments, U.S. defense primes have faced valuation pressure amid
uncertainty around procurement priorities. The broader implications extend far beyond listed equities. Governments
are now prioritizing long-term investments in emerging defense technologies, supply chain resilience, and industrial
base modernization - trends that are reshaping capital allocation across the sector. As these structural changes
unfold, private capital will play a pivotal role in advancing next-generation defense capabilities, positioning investors
with exposure to this transformation at the center of a multi-year investment cycle.

“The future of defense lies in technological superiority, and private capital will be essential
in driving the next generation of innovation to safeguard sovereign resilience.”

- Sir Ben Wallace, Partner, BOKA Capital

Sovereign Resilience: The Investment Imperative

Over the past several weeks, global defense policy and investment dynamics have entered a new phase of
acceleration. Key developments across the U.S. and Europe underscore the growing importance of sovereign
resilience, supply chain security, and next-generation defense technologies.

1. Policy Realignment: U.S. Uncertainty vs. Europe’s Strategic Awakening

The U.S. defense sector is experiencing a period of transition, marked by budgetary constraints and political shifts that
are influencing procurement priorities. The Department of Government Efficiency (DOGE) initiative has introduced
short-term uncertainty, with proposals for an 8% reduction in the FY26 defense budget, amounting to a $50 billion
contraction. The administration has emphasized continued funding for missile defense, nuclear deterrence, and
autonomous systems. In fact, President Trump’s recent address to Congress outlined plans to create "the most
powerful military of the future" while prioritizing U.S. domestic defense production. A key component of this agenda is
the proposed "Golden Dome," a next-generation missile defense system designed to protect the U.S. homeland from
aerial and missile threats. This initiative is expected to generate significant opportunities for U.S. defense primes,
particularly in missile interception, space-based defense architecture, and propulsion technology. Nevertheless,
traditional procurement categories face increased scrutiny. Compounding the challenge, recent discussions around
fiscal policy suggest that the Pentagon will be required to operate within stricter cost controls, adding further
complexity to long-term planning.

The impact of these developments is already visible in equity markets. U.S. defense primes - including Lockheed and
General Dynamics - have declined up to 7% vyear-to-date, reflecting investor concerns over procurement
reprioritization. The market has responded negatively to the lack of budget clarity, despite robust order books and
continued geopolitical risk factors.

In stark contrast, Europe has entered a period of accelerated defense investment, driven by a growing recognition that
security cannot remain dependent on U.S. commitments. The European Commission recently announced a special
defense funding package aimed at strengthening local supply chains and reducing reliance on non-European
contractors. Germany has taken the most decisive step, unveiling a €500 billion infrastructure and defense fund, which
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will be exempt from constitutional debt constraints. At the Munich Security Conference, both European and U.S.
leaders reinforced the expectation that NATO allies will increase defense spending well beyond the 2% GDP baseline,
with targets now shifting toward 2.5-3%.

2. Public Market Divergence: U.S. vs. European Defense Equities

The stark divergence in defense stock performance over recent months reflects broader market expectations regarding
the trajectory of defense spending. European defense stocks have rallied significantly, as investors anticipate
sustained government investment. Shares of RENK (+109% YTD), Hensoldt (+92% YTD), Rheinmetall (+88% YTD),
Leonardo (+69% YTD), Dassault Aviation (+42% YTD), and BAE Systems (+38% YTD) have all experienced notable gains,
driven by expectations of long-term procurement demand. The re-rating suggests that the market views the increase in
defense spending as a structural change rather than a cyclical trend.

Conversely, the underperformance of U.S. defense primes highlights investor uncertainty regarding future
procurement cycles. Lockheed Martin has declined 7% YTD and General Dynamics is down 4%, despite a continued
strong backlog. Instead, the lack of clarity around the Pentagon’s spending priorities has weighed on sentiment, leading
to a compression in valuation multiples. U.S. primes’ are currently trading at an average forward P/E of 18.4x.
Meanwhile, European defense stocks? are trading at 25.4x, reflecting increased confidence in long-term defense
spending commitments.

This valuation gap does not change the fundamental reality that global defense spending is increasing. This valuation
divergence highlights the fact that while US defense spending has historically been — and remains - robust, European
defense investment has reached an inflection point, underscoring the region's significant need to catch up.
Governments remain committed to modernizing military capabilities, and private capital is positioned to play a crucial
role in financing and developing next-generation defense solutions.

YTD Share Price Development of European Defense Stocks®
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3. Geopolitical Catalysts: Ukraine, China, and the Broader Strategic Landscape

Beyond budgetary factors, geopolitical risk remains elevated, reinforcing the long-term need for defense investment.
The conflict in Ukraine, which has long relied on Western military assistance, has entered a new phase of uncertainty
following the U.S. government’s decision to halt all military aid. This suspension includes critical defense systems such
as Patriot missile batteries, which have been instrumental in countering Russian air strikes. The move, reportedly part
of a broader effort to pressure Kyiv into negotiations with Moscow, signals a potential shift in U.S. strategic priorities
and raises concerns about Ukraine’s long-term military resilience.

The immediate consequence of this decision has been a heightened sense of urgency within Europe, where
governments are now accelerating independent procurement and defense initiatives. The UK has recently pledged $2
billion in additional weapons deliveries, while France, Germany, and Poland are ramping up their own supply
commitments. However, despite these efforts, the reality remains that Europe alone lacks the industrial scale to
replace the level of support previously provided by the U.S. This shortfall underscores the need for sustained
investment in European defense production capabilities.

Meanwhile, tensions in the Indo-Pacific continue to escalate. China has intensified military exercises near Taiwan,
prompting the U.S. Congress to review a $10 billion weapons package for Taipei. The strategic imperative to deter
Chinese aggression has led to increased naval deployments and enhanced missile defense coordination between the
U.S., Japan, and Australia. This shift reinforces the growing demand for autonomous defense systems, space-based
surveillance, and cyber resilience, areas where private sector innovation is increasingly driving defense modernization.

At the same time, instability in the Middle East persists, with Iran-backed proxy forces expanding operations across
multiple conflict zones. The recent escalation of drone and missile attacks on U.S. and allied assets has reinforced the
need for advanced missile defense systems, electronic warfare capabilities, and next-generation intelligence
platforms. As security threats continue to multiply, Western governments are accelerating efforts to modernize their
defense postures, enhance supply chain resilience, and strengthen military-industrial capacity.

4. Structural Investment Themes: The Case for Defense Technology Investment

The reordering of global defense priorities is not a temporary shift but a fundamental restructuring of capital allocation
towards national security, supply chain independence, and next-generation defense capabilities. As traditional
defense primes navigate procurement challenges and industrial bottlenecks, emerging technology-driven players are
increasingly capturing market share.

Governments are recognizing the limitations of legacy defense contractors, which have struggled with cost overruns,
supply chain disruptions, and slow innovation cycles. As a result, military planners are increasingly shifting
procurement focus toward Al-driven intelligence systems, cybersecurity solutions, and autonomous technologies. The
rise of European defense Al startups, such as Helsing, signals a shift towards integrating commercial technology into
military applications. The potential for startups to gain market share is now greater than ever, as European governments
seek to expand their defense-industrial base beyond traditional primes.

The role of private capital in driving innovation has never been more critical. Defense ministries are actively seeking
alternative procurement mechanisms, including direct engagement with private equity and venture-backed
companies, to accelerate the deployment of mission-critical technologies. This shift represents a generational
opportunity for investors focused on next-generation defense capabilities.

Conclusion

The past several weeks have reinforced the reality that sovereign resilience and defense investment are no longer
optional-they are essential. Governments are actively reshaping procurement strategies, expanding defense budgets,
and prioritizing supply chain security. For investors looking beyond short-term public market fluctuations, the
opportunity to participate in the long-term transformation of defense technology has never been stronger.

BOKA Capital remains committed to identifying and investing in the most strategically positioned deep technology
companies driving this evolution.
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Important Notes

The information in this document is for informational purposes only and does not purport to contain all the information that may be
required to evaluate an investment opportunity or a financial position. This document is not an advertisement or prospectus and does
not constitute or form part of any offer, invitation, inducement or invitation to buy, sell, subscribe for or issue any securities nor shall
this document nor any part of it, nor the fact of its distribution, form the basis of, or be relied on in connection with, any contract or
investment decision in relation thereto, nor does it constitute a recommendation regarding investment. While the facts and matters
set out have been produced in good faith and the material is based on information that we consider correct, no representation or
warranty, express or implied, is given by or on behalf of any person as to the accuracy, fairness or completeness of the information
and opinions herein and no liability whatsoever is accepted by any person for any loss or damage, howsoever arising, directly or
indirectly, from any use of such information or otherwise arising in connection herewith, including but not limited to any estimates,
opinions, conclusions or recommendations contained in this document, which are reasonably held or made at the time of
compilation. No warranty is made as to the accuracy or reliability of any estimates, opinions, conclusions or recommendations.
Nothing in this document constitutes investment, accounting, legal, regulatory, tax or other advice. Recipients should consult their
own legal, tax, accounting and financial advisors regarding the economic benefits and risks of the investments or transactions
described in this document, and the potential legal, regulatory, credit, tax, and accounting impacts of such investments or
transactions based upon their individual circumstances. This document may not be reproduced or distributed to any person.

In the United Kingdom, this communication is prepared and issued by BOKA Capital Ltd and approved by Robert Quinn Advisory LLP,
which is authorized and regulated by the UK Financial Conduct Authority (“FCA”). BOKA Capital Ltd is an Appointed Representative
of Robert Quinn Advisory LLP.

This material constitutes a financial promotion for the purposes of the Financial Services and Markets Act 2000 (the “Act”) and the
handbook of rules and guidance issued from time to time by the FCA (the “FCA Rules”). This material is for information purposes only
and does not constitute an offer to subscribe for or purchase of any financial instrument. BOKA Capital Ltd neither provides
investment advice to, nor receives and transmits orders from, persons to whom this material is communicated, nor does it carry on
any other activities with or for such persons that constitute “MiFID or equivalent third country business” for the purposes of the FCA
Rules. All information provided is not warranted as to completeness or accuracy and is subject to change without notice. This
communication and any investment or service to which this material may relate is exclusively intended for persons who are
Professional Clients or Eligible Counterparties for the purposes of the FCA Rules and other persons should not act or rely on it. This
communication is not intended for use by any person or entity in any jurisdiction or country where such distribution or use would be
contrary to local law or regulation.

© 2025 BOKA Capital Ltd.

This material and its contents, including but not limited to text, data, graphics, and other materials, are protected under copyright law
and are the exclusive property of BOKA Capital Ltd. You are permitted to store, display, analyze, modify, reformat, and print the
information made available to you via this service solely for your personal, non-commercial use. Reproduction, distribution,
republication, or retransmission of this material, in whole or in part, in any format, is strictly prohibited without the prior express
written consent of BOKA Capital Ltd. You may not resell, reverse engineer, or otherwise use this information to calculate or develop
any index for disclosure, marketing, or the creation of any derivative works, commercial products, data, or offerings without express
written consent. This restriction also prohibits the use, extraction, download, or retrieval of this information, in whole or in part, to
train or fine-tune a machine learning or artificial intelligence system, or to provide or reproduce this information as a prompt or input
to any such system. This materialis intended solely for informational purposes. Users are prohibited from publishing, transmitting, or
reproducing this information to any third party in any format without prior written consent. BOKA Capital Ltd] disclaims any liability
for unauthorized use or reliance on this material. All trademarks, service marks, and trade names mentioned in this material are the
property of their respective owners.
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